E . ANALYSIS OF AMENDED BILL
ranchise Tax Board

Author: _Machado Analyst: _Garni er Bill Number: AB 2797

SB 1496 (1998)

Related Bills: AB 1779 (1998)

Telephone: 845-5322 Amended Date: 8- 10- 98

Attorney: Doug Br amhal | Sponsor:

SUBJECT: Budget Trailer\Conformty Act of 1998

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

This bill would make several changes to the incone tax |aws:
. RENTER S CREDI T MODI FI CATI ON (page 3)

This provision woul d anend the existing renter’s credit to allow a credit anopunt
of $120 for married filing joint returns, heads of household and surviving
spouses if adjusted gross incone is $50,000 or |ess, and $60 for other
individuals (single or married filing separate) if adjusted gross incone is
$25,000 or less. This provision would nake the renter’s credit nonrefundable.

This provision al so would require the Franchi se Tax Board (FTB) to reconpute the
adj usted gross inconme anmounts annually for inflation.

1. HOVEOMNNERS AND RENTERS ASSI STANCE PROGRAM ( page 5)

This provision would adjust for inflation, from 1977 to present and then annually
from 1998, the household i ncome ambunts used to determine eligibility and the
anmount of assistance for claimants of the Honmeowners and Renters Assistance
program

I 11. DEPENDENT EXEMPTI ON CHANGES (page 7)
Thi s provision would increase the dependent exenption credit from$120 to $253 in

1998 and from $222 to $227 in 1999 and index this latter anount for inflation
thereafter.
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I'V. JO NT STRI KE FI GHTER PROGRAM CREDI TS ( page 8)

This provision would create a wage credit and property credit for the Joint
Strike Fighter (JSF) program These credits would apply to taxpayers under
initial contract or subcontract to manufacture property for ultimate use in a
JSF.

V. FEDERAL CONFORM TY (page 14)

The Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law (B&CTL),
in general, conformto the Internal Revenue Code (I RC) either by incorporating
the IRC by reference as of a “specified date” or by stand al one | anguage which
mrrors the federal provision. California lawis confornmed to the I RC as of
January 1, 1997, unless a specific provision provides otherwise. This bill would
change the specified date fromJanuary 1, 1997, to January 1, 1998, for taxable
and i nconme years beginning on or after January 1, 1998.

SUMVARY OF AMENDMENT

Prior to the August 10, 1998, anendnent, this bill contained only intent |anguage
to make the necessary statutory changes to inpl ement the Budget Act of 1998
relative to taxation. The August 10, 1998, amendnment replaced the intent

| anguage with | anguage providing for the above listed provisions.

The report will not address the bill’s other provisions which do not inpact the
departnment or state incone tax revenue.

EFFECTI VE DATE

Unl ess ot herwi se specified, this bill would apply to taxable and inconme years
begi nning on or after January 1, 1998.

SPECI FI C FI NDI NGS

FI SCAL | MPACT ON STATE BUDGET

Revenue | osses for this bill over the initial three-year period are projected as
foll ows:
Fi scal Year Cash Fl ow | npact
$ mllions
1998- 99 1999- 00 2000-01
Renter’s Credit * ($133) ($141) ($144)
Homeowners and Renters Assi st. ($71) ($73)
Dependent Exenpti on Changes ($612) (%$22) ($23)
Joint Strike Fighter Credits ($5)
Federal Conformty ($34) (%$29) ($32)
TOTAL ($779) ($263) ($277)

* The renter’s credit revenue | oss is based on the Governor’'s proposed budget

whi ch assigned a zero cost to the program
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. RENTER S CREDI T MODI FI CATI ON

Backgr ound

Since the inception of the Renters' Credit Programin 1972, the anount of the
renters' credit, at various times, has been increased, decreased, and phased- out
based on a taxpayer's incone.

As originally enacted, the renters' credit was based on adjusted gross incone,
t he purpose being to provide a larger proportion of benefit to | ower incone
renters.

Speci fic Findings

Current state law allows qualifying renters a refundable credit of $60 or $120,
based on filing status. The credit is not related to the anmbunt of rent paid.
The renters’ credit has been suspended for the 1993 through 1997 tax years, but
by statute is reinstated effective January 1, 1998, for the 1998 taxabl e year.

Current state law defines a "qualified renter” as an individual who:
is a California resident, and

rented and occupi ed California prem ses constituting his or her principal place
of residence for at |east 50% of the taxable year.

In current state law, the term"qualified renter” does not include individuals:

(1) who for nore than 50% of the taxable year rented and occupi ed prem ses which
were exenpt from property taxes (subject to certain exceptions);

(2) whose principal place of residence for nore than 50% of the taxable year is
wi th any other person who clained that individual as a dependent for income
t ax purposes; or

(3) who have been granted or whose spouse has been all owed the homeowners
property tax exenption during the taxable year, as specifi ed.

Under current state law, if the renter has a tax liability bel ow the all owed
anmount of renters' credit, or no tax liability at all, the renter receives a
refund check for the remaining "unused" credit.

The Revenue and Taxation Code defines a "resident" as:

(1) Every individual who is in this state for other than a temporary or
transitory purpose.

(2) Every individual domiciled in this state who is outside the state for a
tenporary or transitory purpose.

In current state law, any qualified renter who is a nonresident for a portion of
the taxable year is allowed 1/12 of the renter’s credit for each full nonth that
the individual resided in the state for the taxable year, once the requirenent of
renting in California for nore than 50% of the taxable year has been net.
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This provision would anmend the existing renters' credit to allow a credit anpunt
of $120 for married filing joint returns, heads of household and surviving
spouses if adjusted gross incone is $50,000 or |ess, and $60 for other

i ndividuals (single or married for separate) if adjusted gross inconme is $25, 000
or less. This provision would nake the renter’s credit nonrefundabl e.

This provision also would require the FTB to reconpute the adjusted gross incone
anounts annual ly for inflation.

| npl ement ati on Consi derati ons

Changes required by this provision would be perforned during the
department’s annual update process.

Techni cal Consi der ati ons

When the | aw was nodified to make the credit non-refundabl e, |anguage was
unintentionally not stricken that affects how the credit is applied.
Additionally, because the credit woul d be non-refundabl e and could not be
carried forward the | aw section that specifies in which order credits are
appl i ed shoul d have been anended. Presently, the credit would be applied
after all other credits that may be carried forward, thus, limting the
renter's credit benefits to sonme taxpayers. Anendnents have been proposed
and accepted by the author. Technical anendnments have been made in SB 2234,
which is enrolled and is expected to be signed into | aw by the Governor.

Fi scal | npact

Depart nental Costs

Departnental costs are not expected to be significant.

Tax Revenue Esti mate

Revenue | osses, based on the Governor’'s budget, under the Personal |ncome
Tax Law (PITL) are estimted as foll ows:

Ef fecti ve Begi nning on or
After January 1, 1998
(in mllions)
1998-9 | 1999-0 | 2000-1 2001-2 2002- 3
($133) | ($141) | (%$144) ($147) ($150)

The Governor’s proposed budget indicates the cost of the Renter’s Credit
Program as zero. Therefore, based on the Governor’s proposed budget this
bill would have revenue | osses as estinmted above. However, generally such
changes are indicated as conpared to current law. In that case, this
provision would result in a revenue gain of $406 million in 1998-99.
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Tax Revenue Di scussi on

Revenue | osses under the PITL woul d depend on the nunber of eligible renters
who woul d qualify for the $60 single, married filing separate/ $120 j oi nt,
head of household credit anmounts with adjusted gross inconmes |ess than
$25,000 single, married filing separate/$50, 000 joint, head of household
(adj usted gross incones indexed thereafter).

For the 1998 tax year approximately 1.8 mllion filers will benefit fromtax

reductions as a result of this change. Estinmates reflect interaction with
dependent exenption increases.

I'1. HOVEOMNERS AND RENTERS ASSI STANCE PROGRAM

Backgr ound

Since 1968, California has provided relief to senior citizens in the form of
property tax assistance. |In 1977, the programwas extended to renters and was
based on a property tax equival ent anmount estinmated to be paid by renters.
Beginning in 1979, totally disabled honeowners and renters, regardl ess of age,
becane eligible for the program This programis called Honmeowners and Renters
Assi stance (HRA) and is adm nistered by the FTB.

Speci fic Findings

The assi stance anmount under the HRA programrepresents a partial reinbursenent of
the previous fiscal year's property taxes on personal residences paid directly by
honmeowners and indirectly by renters. For renters, a paynent of $250 in property
tax is assuned. Relief for honeowners and renters is based on a percentage of
the property tax. This percentage varies inversely to the applicants' incone

| evel s and ranges from4%to 96%

To be eligible for assistance, the claimant's total household incone for the
prior cal endar year cannot exceed $13,200. Total household income consists of
adj usted gross income (as conputed for tax purposes) increased by nontaxabl e

i ncone including social security, cash public assistance, pensions and annuities
(not otherw se taxable), unenpl oynent insurance, tax-exenpt interest, life

i nsurance proceeds, gifts in excess of $300, and worker's conpensati on paynents.
Al so, the gross househol d i ncone cannot exceed $24,000. G oss househol d income
is total household incone plus all non-cash busi ness expenses such as
depreciation, anortization, and depletion.

Caimants may file for assistance from May 15 through August 31, inclusive.
However, the FTB may accept clains through June 30 of the year follow ng that for
whi ch assistance is clained, given certain extenuating circunstances such as
docunent ed nedical disability during the normal filing period. It takes up to 15
weeks to process a claim

This provision would require that all inconme |evels eligible for assistance under
current law be multiplied by 2.51 for assistance provided for the 1999 cal endar
year, nmaking the maxi numtotal household inconme eligible for assistance $33, 132.
The 2.51 nultiplier represents the increase in inflation since 1977 (less a mnor
augnentation that occurred to the HRA Programin 1989). These provisions al so
woul d require annual inflation adjustnments, based upon changes in the Consuner
Price Index (CPI).
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This provision would require the California Departnent of Industrial Relations
(DIR) to transmt to the FTB on or before February 1 of each year the percentage
change in the California CPl for all itens fromJune of the second preceding

cal endar year to June of the imediately precedi ng cal endar year.

This provision would apply inflation adjustnent factors to both the gross
househol d incone Iimt and the total household inconme |imt of the HRA program
The inflation adjustnent woul d be based upon the percentage change in the
California CPlI for all itens.

This provision would be effective January 1, 1998, and specifies that it would be
operative with respect to assistance provided for the 1999 cal endar year.

| npl ement ati on Consi derati ons

Changes required by this provision would be perforned during the
department’s annual update process.

Fi scal | npact on State Budget

Depart nental Costs

Commencing in 1999, there would be an additional cost to the departnent of
approxi matel y $600, 000 annual | y for processing an estimated additi onal
220,000 HRA returns. These costs do not consider the inpact of Title IV of
the Personal Responsibility and Wrk Qpportunity Reconciliation Act of 1996.

Tax Revenue Esti mate

It is estimated that these provisions would result in revenue | osses as
shown in the foll ow ng table:

Revenue | npact of Indexing HRA for Renters and Honeowners
Ef fective Begi nning on and After June 30, 1999

$ MIlions
1998-9 1999-0 2000- 01 2001- 02

Rent ers 0 ($66) ($68) ($71)
Honmeowner s 0 ($ 5) ($ 5) ($ 5)
TOTAL $0 ($71) ($73) ($76)

This estimate does not take into account any change in enploynent, persona

i ncone, or gross state product that mght result fromthis bill becom ng

I aw.

Tax Revenue Di scussion

The revenue inpact of this bill
distribution of qualified claimnts.

woul d depend on the nunmber and income
This estimte was based on historica

data for the current HRA program extrapolated to match census data and

return information for the additiona
woul d qualify under the newly proposed incone limts.

residents (homeowners and renters) who
Approxi mately 18, 000

California honeowners and 135,000 renters filed for property tax assistance

amounting to approximately $14 mllion for cal endar year 1996.
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This bill would increase assistance paynents the first year (1999-0) by $5
mllion for an estimted 35,000 honeowners (existing and new cl ai mants) and
$66 mllion for an estimted 350,000 renters (existing and new cl ai mants).

I'11. DEPENDENT EXEMPTI ON CHANGES.

Speci fic Findings

Exi sting federal |aw provides various personal and dependent exenptions subject
to certain incone [imtations. These exenptions are treated as deductions from
adj usted gross incone (Ad). The exenption deduction anmount is indexed annually
for inflation and is $2,583 for the 1997 tax year. Exenption deductions begin to
phase out at federal AQ |evels over specified anbunts, which are the same
amounts as those for state | aw noted bel ow.

The Taxpayer Relief Act of 1997 (TRA of 1997) provides a child tax credit of $400
for 1998 and $500 for 1999 and each year thereafter for each qualifying child.
“Qualifying child” is defined as any individual (1) for whomthe taxpayer is

al | oned the dependent exenption deduction, (2) who is under the age of 17, and
(3) who bears the sane relationship to the taxpayer as that required under the
relationship test for the federal earned incone credit. “Qualifying child” does
not include individuals who are not citizens or nationals of the United States
unl ess they are a resident of the United States. This child tax credit is phased
out for taxpayers with adjusted gross incone above specified levels. For
taxpayers with three or nore qualifying children, the credit is |limted to the
greater of (1) the excess of regular tax over tentative mninmumtax, or (2) the
alternative credit anount, as defined. Any credit anount in excess of these
limtations, reduced by the anpunt of alternative mninmumtax paid, wll be
refunded to the taxpayer

Exi sting state | aw provides various exenption credits against tax, including a
personal exenption and exenptions for dependents, blind persons, and individuals
65 or older. Unlike federal |aw, these exenptions are not deductions from AG
but are credits against tax. The exenption credit anount is indexed annually for
inflation as nmeasured by changes in the California CPI. The exenption credit
amount for the 1997 tax year is $68. To conpute exenption credits, the tota
nunber of exenptions clained is multiplied by the exenption credit amount (total
nunmber of exenptions x $68 = exenption credit). Exenption credits are not
refundabl e and may not be carried over to future years. Current state | aw

provi des a dependent credit of $120 for 1998 and $222 for 1999.

Exi sting state | aw provides two limtations on exenption credits:

1. Exenption credits begin to phase out at federal AG@ |evels over the anmounts
listed bel ow

Filing Status AG (1997)
Single/Married Filing Separate $114, 152
Head of Househol d $171, 228
Married Filing Joint $228, 305
2. Exenption credits are limted to the anobunt by which regular tax before

credits exceeds tentative mninumtax (TM).
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Thi s provision would increase the dependent exenption credit amount from $120 to
$253 for the 1998 taxable year and from $222 to $227 for the 1999 taxabl e year
and thereafter. The increased credit for the 1999 taxable year woul d be adjusted
for inflation after the 1999 taxable year. These increased credit anounts woul d
continue to be subject to the above limtations.

| npl ement ati on Consi derati ons

Changes required by this provision would be perforned during the
department’s annual update process.

Fi scal | npact on State Budget

Depart nental Costs

The provisions of this bill would not significantly inpact the department’s
costs.

Tax Revenue Esti mate

Revenue | osses under the Personal | ncone Tax Law are estimated as foll ows:

Ef fecti ve Begi nning on or
After January 1, 1998

(in mllions)
1998-9 | 1999-0 | 2000-1 2001-2 2002- 3
($612) (%$22) ($23) ($24) ($25)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussi on

Revenue | osses under the PITL woul d depend on the nunber of taxpayers who
woul d be eligible to deduct the increased dependent exenption credit anounts
($253 per dependent for 1998, $227 for 1999, and indexed thereafter).

The above estimates are based on the departnent’s personal inconme tax nodel
For the 1998 tax year approximately 3 mllion tax returns will benefit from
tax reductions as a result of this change.

I'V. JONT STRI KE FlI GATER PROGRAM CREDI TS.

Backgr ound

The JSF Programis the Departnment of Defense’ s focal point for defining

“af fordabl e next generation strike aircraft weapon systens” for the Navy, Air
Force, Marines, United Kingdom Royal Navy and other U S. allies. The focus of
the programis affordability -- reducing the devel opnent cost, production cost,
and cost of ownership of the JSF famly of aircraft.

There are five phases to the program the Concept Exploration Phase (conpleted),
t he Concept Devel opnent Phase (conpl eted), the Concept Denonstration Phase
(fiscal years 1997 - 2000), the Engi neering and Manufacturing Devel opnent Phase
(fiscal years 2001 - 2007), and the Production Phase (fiscal years 2008 and
after).



Assenbly Bill 2797 (Machado)
Amended August 10, 1998
Page 9

The Concept Expl oration Phase concluded that a “famly of aircraft” should be
devel oped to neet tri-service needs. The “famly of aircraft” concept would neld
t he operational and technol ogi cal requirenents of all armed services into highly
common (up to 90% conmon) aircraft. Additional systenms and conponents coul d be
added to the common aircraft (aircraft variants) to satisfy uni que service needs.
A highly common aircraft should reduce manufacturing and assenbly costs. In
addition, it should extend the operational life of the aircraft.

The Concept Devel opnent Phase focused on (1) developing aircraft system designs
that take advantage of the “famly of aircraft” concept and (2) defining the
necessary | everagi ng technol ogy denonstrations that will |ower risk prior to
entering the Engi neering and Manufacturing Devel opnment Phase.

The Concept Denopnstration Phase comenced in fiscal year 1997 follow ng a
competitive process reducing three weapon system concept teans to two. This
phase will feature flying concept denonstrators, concept-unique ground and flight
demonstrations, and continued refinement of the contractors’ preferred weapon
system concepts.

This phase is budgeted at $2.2 billion, including propul sion efforts funded under
a separate contract. The Boei ng Conpany was awarded a $662 million cost-pl us-

fi xed-fee contract and Lockheed Martin Corporation was awarded a $719 mllion
cost-plus-fixed-fee contract. The Boei ng Conpany contract is expected to be
perfornmed in Seattle, Washington. The Lockheed Martin Corporation contract is
expected to be perfornmed in Palndale, California (71%, and Fort Wrth, Texas
(29% . Contracts also were awarded to Pratt and Whitney to provide hardware and
engi neering support for the Wapon System Concept Denonstration efforts and to
CGeneral Electric for the propul sion.

The Engi neering and Manufacturing Devel opnent Phase is planned for fiscal year
2001. The first delivery of operational aircraft is anticipated in fiscal year
2008. The Production Phase is planned for fiscal year 2008.

The U.S. arned forces will need as many as 3,000 JSFs to replace severa
different aircraft in service today. The potential export market for the JSF is
estimated to be very |arge.

Speci fic Findings

Exi sting state and federal |aws generally allow a depreciation deduction for the
obsol escence or wear and tear of property used in a business or as investnent
property. The property nust have a limted, useful life of nore than one year
and i ncl udes equi pnent, machinery, vehicles and buil di ngs but excludes | and.
Property is assigned to specific classifications related to the nunber of years
of its useful life. The property then may be depreciated over the nunber of
years of its useful life (recovery period).

Exi sting state and federal |laws allow a taxpayer to deduct expenses paid or
incurred in the ordinary course of a taxpayer’s business (e.g., enployee wages
and benefits).
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Exi sting state | aw all ows taxpayers to use various credits agai nst tax such as
the Manufacturers’ Investnent Credit (M C) and economic devel opnent area’ sal es or
use tax credits and hiring credits.

Manuf acturers’ Investnent Credit (M Q)

The M C allows qualified taxpayers a credit equal to 6% of the anpunt paid
or incurred after January 1, 1994, for qualified property that is placed in
service in California. A qualified taxpayer is any taxpayer engaged in
manufacturing activities described in specified codes in the Standardize
Industrial Codes (SIC) Manual. Qualified property is any of the foll ow ng:

1) Tangi bl e personal property that is defined in Section 1245(a) of
the I nternal Revenue Code and used primarily:

for manufacturing, processing, refining, fabricating or recycling of
property;

for research and devel opnent;

for the mai ntenance, repair, nmeasurenent, or testing of otherw se
qual i fied property; or

for pollution control which neets or exceeds state or |ocal standards.

2) The value of any capitalized |labor costs directly allocable to the
construction or nodification of the property listed in #1 above or for
speci al purpose buildings and foundations listed in #3 bel ow

3) Special purpose buildings and foundations that are an integral part
of manufacturing, refining, processing or fabricating, or research and
storage facilities that are part of the process, which are used by
qual i fi ed persons perform ng manufacturing activities described in
specific codes relating to computer, accounting, and office nachines,
el ectroni c equi pnent and accessories, biotech or biopharnmaceutical
activities, sem conductor equipnent manufacturing activities and
certain aerospace manufacturing activities.

The M C explicitly excludes certain types of property fromthe definition of
qual i fied property, including equipnent used in the extraction process,
furniture, facilities used for warehousing purposes after conpletion of the
manuf act uri ng process, inventory, equipnment used to store finished products
t hat have conpl eted the manufacturing process, and tangi bl e personal
property used in adm nistration, general managenent, or marketing.

The M C provides a variety of special rules for costs paid pursuant to a

bi ndi ng contract and | eased property. The credit may be carried over until
exhausted, for a maxi mum of eight years. For small businesses, this
carryover period is extended to ten years. The taxpayer must recapture any
credit previously allowed if the property is renmoved from California,

di sposed of to an unrelated party or converted to an unauthorized use within
one year fromthe date the property is first placed in service in

Cal i fornia.

(LARZ),

Economi ¢ devel opnent areas include Enterprise Zones, the Los Angel es Revitalization Zone
Local Agency MIlitary Base Recovery Areas (LAMBRAs), Targeted Tax Areas (TTAs) and

Manuf act uri ng Enhancenent Areas (MEAs).
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The M C will becone inoperative on January 1, 2001, or on January 1 of the
earliest year after 2001 if the total enploynent in manufacturing in this
state does not exceed by 100,000 jobs the total enploynment in manufacturing
inthis state on January 1, 1994. The Enpl oynent Devel opnent Depart ment
(EDD) is required to report to the Legislature annually on this

determ nati on.

Sal es or Use Tax Credit

The sales or use tax credit is allowed for an anount equal to the sales or
use taxes paid on the purchase of qualified property for exclusive use in an
econom ¢ devel opnent area (except an MEA). The anmount of the credit is
limted to the tax attributable to econom c devel opment area incone.
Qualified property is defined as foll ows:

Ent er pri se Zone:

machi nery and nmachinery parts used to:

manuf act ure, process, conbine, or otherw se fabricate a product;
produce renewabl e energy resources; or

control air or water pollution

LAMBRA:

hi gh technol ogy equi pnrent (e.g., conputers);

ai rcraft mai ntenance equi pnent;

aircraft conponents; or

certain depreciable property.

LARZ:

building materials used to replace or repair the business’s building
and fixtures; and

machi nery or equi pnent, excluding inventory.

TTA:

machi nery and nmachinery parts used to:

manuf act ure, process, conbine, or otherw se fabricate a product;
produce renewabl e energy resources;

control air or water pollution

data process and communi cations; or

manuf act ure notion pictures.

In addition, qualified property nust be purchased and placed in service
before the econom c devel opnent area designation expires. The maxi num val ue
of property that may be eligible for the enterprise zone, LAMBRA, and TTA
sales or use tax credit is $1 million for individuals and $20 nillion for
corporations. No such limtation exists for the LARZ sales or use tax
credit. |If a taxpayer cannot use the full amount of credit allowable in any
one year, the taxpayer may carryover the remainder of the credit for use in
subsequent tax years, including those years after the designation has
expired, until all of the credit is used.
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Hring Credits

A business located in an econonm c devel opment area may reduce tax by a
percent age of wages paid to qualified enployees. A qualified enployee nust
be hired after the area is designated as an econon c devel opnment area and
must neet certain other criteria. At |east 90% of the qualified enployee’s
work must be directly related to a trade or business |located in the economc
devel opnent area and at | east 50% nust be perfornmed inside the economc
devel opnent area.

The taxpayer may claimas a credit up to 50% of the wages paid to a
qgual i fi ed enpl oyee agai nst tax inposed on econom ¢ devel opnent area incone.
The credit is based on the | esser of the actual hourly wage paid or 150% of
the current mnimum hourly wage (202% of the m ni num wage for certain
aircraft manufacturer enployees within the Long Beach Enterprise Zone). The
anount of the credit must be reduced by any other federal or state jobs tax
credits and the taxpayer’s deduction for ordinary and necessary trade or

busi ness expenses nust be reduced by the amount of the hiring credit.

Certain criteria regarding who may be qualified enployees and certain other
limtations differ between the various econonic devel opnment areas. For the
LARZ, an additional construction hiring credit is available: a taxpayer with
a business located in a LARZ may claimas a credit against tax inmposed on
LARZ i ncome 50%to 100% of the wages paid to a qualified construction

enpl oyee. The actual percentage depends upon the date the enpl oyee was

hi red.

If a taxpayer cannot use the full anmount of credit allowable in any one
year, the taxpayer may carry over the remainder of the credit for use in
subsequent tax years, including those years after the designation has
expired, until all of the credit is used.

The JSF provisions would create a wage credit and a property credit for the JSF
program These credits would apply to taxpayers under initial contract or
subcontract to manufacture property for ultimate use in a JSF. The credits woul d
be available for taxable years beginning on or after January 1, 2001, and before
January 1, 2006. Any excess credit could be carried forward for up to eight
years. No credit would be allowed unless the bid upon which the JSF contract or
subcontract is based is reduced by the credit anount. The taxpayer woul d be
required to provide, at the request of the Franchise Tax Board, all references to
the credit and ultimte cost reductions incorporated into any successful bid that
was awarded a JSF contract or subcontract.

The wage credit would be equal to a specified percentage (50% for 2001, 40%for
2002, 30% for 2003, 20% for 2004 and 10% for 2005) of enpl oyee wages that are
treated as direct costs under Section 263A of the Internal Revenue Code (I RC)

all ocable to property manufactured in this state for ultimate use in a JSF. The
wages could be paid to new or existing enpl oyees whose services for the taxpayer
are at least 90%directly related to the contract or subcontract to manufacture
property for ultimate use in a JSF. The credit would be limted to $10,000 per
year, per enployee, and be prorated for partial years.

The property credit is generally patterned after the MC. It would be equal to
10% of the cost of qualified property. Qualified property would nean tangible
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personal property (I RC Section 1245(a)(3)(A)), and capitalized | abor costs that
are treated as direct costs under Section 263A of the IRC allocable to that
property, used by a taxpayer primarily in activities to manufacture a product for
ultimate use in a JSF.

Certain types of property would be excluded fromthe definition of qualified
property, including furniture, inventory, equipnment used to store finished
products that have conpl eted the manufacturing process, and tangi bl e personal
property used in adm nistration, general managenent, or marketing. The bil
woul d provide special rules for costs paid pursuant to a binding contract and
| eased property.

The credit would be recaptured if, within one year of being placed in service,
the property is sold, noved out of state or used for purposes other than
manuf acturing a product for ultimate use in a JSF.

The taxpayer would not be allowed this credit and the MC for the sane property.

These provisions specify that the credits would be operative for taxable or
i ncone years beginning on or after January 1, 2001, and before January 1, 2006.

| npl ement ati on Consi derati ons

This bill would require the taxpayer to be under “an initial” contract or
subcontract to manufacture property for ultimate use in a JSF. It is

uncl ear whether an “initial contract” could include nodifications to that
contract. This could |ead to disputes between taxpayers and the departnent.
Carifying legislation may be required.

Fi scal | npact on State Budget

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Revenue | osses for this provision over the initial three-year period are
projected to be as foll ows:

Fi scal Year Cash Fl ow I npact
$ MIlions
1998- 98 1999- 00 2000-01 2001-02 2002-03
Property 0 0 (1) (7) (8)
WAges 0 0 (4) (54) (56)
Tot al $0 $0 (5) (61) (64)

Thi s anal ysis does not take into account any change in enploynent, persona
i ncone, or gross state product that may result fromthis bill becom ng | aw

Tax Revenue Di scussi on

Thi s revenue estimte depends on the value of investnment and wages paid in
California as part of the JSF project. This estimte assunes that the
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credits could be clainmed in the year in which the federal governnent

di sburses noney under the JSF program These credits woul d be avail abl e
only for JSF contracts and subcontracts that specifically reflect the use of
these credits in the bid.

These credits would apply to the Engi neering and Manufacturing Devel opnent
phase of the JSF program Expenditures for this phase are expected to be
$875 mllion in 2001 (Joint Strike Fighter Program Master Plan 1996). This
estimate assunes that the sanme anmount woul d be spent in each of the
following years. The estinmate assunes that approximtely 70% of the work on
the JSF project will be perforned in California, this is based on
information in Department of Defense Press Rel eases regarding contracts

awar ded under the concept denonstration phase of the JSF project.

O her assunptions include:
40% of all JSF contracts will be spent on qualified i nvestmnents.

40% of all JSF contracts will be spent on wages of qualified enployees. In
addi tion, 40% of subcontracts for qualified investnents would be spent on
wages of qualified enpl oyees. However, since the credit islimted to

$10, 000 per enployee, it is estimated that the wage credit would be

approxi mately 25% of total wages in 2001. As the structure of the credit
changes, the credit as a percentage of total wages declines to just under
10% by 2005.

50% of credits would be used in the year in which they are generated because

of alternative mnimumtax limtations. The nunbers in the table reflect
credits used.

V. FEDERAL CONFORM TY.

Speci fic Findings

These provision woul d change the specified date fromJanuary 1, 1997, to January
1, 1998, for taxable and incone years beginning on or after January 1, 1998.
Changi ng the specified date automatically conforns to all changes from January 1
1997, through Decenber 31, 1997, to I RC sections that have been previously

i ncorporated by reference. Thus, California |law would conformto nost of the
changes nmade to the federal inconme tax by the TRA of 1997.

These provisions al so woul d nmake nunmerous changes to specifically not conform or
nmodi fy certain itenms in the IRC. Additionally, nunerous technical changes
regardi ng cross references and the del etion of unnecessary | anguage that was used
to conformto federal |aw changes subsequent to January 1, 1997, and prior to
January 1, 1998, are being made by this bill.

The changes that would be nade to California tax law by this bill, are outlined
as follows:

Creation of Medicare+Choi ce Medical Savings Accounts.

Hospitals Participating in Provider-Sponsored Organizations.

Deduction for Student Loan |nterest.

Modi fications of Qualified State Tuition Prograns.

PoNE
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5. Enhanced Deduction for Corporate Contributions of Conputer Technol ogy.

6. Treatnment of Cancellation of Certain Student Loans.

7. Repeal the Depreciation Adjustnment for Alternative M nimum Tax.

8. Repeal of Throwback Rul es Applicable to Donmestic Trusts.

9. Home Ofice Deduction: Clarification of Definition of Principal.

10. Expensing of Environnmental Renediation Costs (“Brownfields”).

11. Shrinkage Estimates for Inventory Accounting.

12. Timeshare Associ ations.

13. Increased Deduction for Business Meals for |ndividuals under Departnent
of Transportation Limtations.

14. Deductibility of Meals Provided for the Conveni ence of the Enpl oyer.

15. Modify Limts on Depreciation of Luxury Autonobiles for O ean-Burning
Fuel and El ectric Vehicles.

16. Suspension of Incone Limtations on Percentage Depletion for Production

17.

18.
19.
20.

21.
22.
23.
24,

25.
26.
27.

28.
29.
30.
31.
32.
33.
34.

35

36.

37.
38.
39.
40.
41.
42.
43.
44,
45,
46.
47.
48.
49.
50.

from Margi nal Wells.

Increase in Standard M| eage Rate for Purposes of Conputing

Charitabl e Deducti on.

Pur chasi ng of Receivabl es by Tax- Exenpt Hospital Coop. Organizations.
Provi de Above-the-Line Deduction for Certain Business Expenses.

Requi red Recognition of Gain on Certain Appreciated Financial Positions
in Personal Property.

El ection of Mark-to-Market for Securities and Commodities Traders.
Limtation on Exception for |Investnent Conpanies under | RC Section 351.
Gains and Losses fromCertain Term nations with Respect to Property.
Determ nation of Oiginal |Issue D scount Were Pool ed Debt

ol i gations are Subject to Accel eration.

Deny I nterest Deduction on Certain Debt |nstrunents.

Require Gain Recognition for Certain Extraordinary D vi dends.

Require Gain Recognition on Certain Distributions of Controlled
Corporation Stock (Morris Trust Transaction).

Ref orm Tax Treatnent of Certain Corporate Stock Transfers.

Treat Certain Preferred Stock as “Boot”.

Modi fy Hol di ng Period for D vidends-Recei ved Deducti on.

Reporting of Certain Payments Made to Attorneys.

Returns of Beneficiaries of Estates and Trusts.

Regi stration and Penalties For Confidential Corporate Tax Shelters.
Extend UBIT Rules to Second-Tier Subsidiaries and Amend Control Test.
Al l ocati on of Basis Anong Properties Distributed by Partnership.
Repeal of Requirenent Inventory be Substantially Appreciated with
Respect to Disposition of Partnership Interest.

Extension of Time for Taxing Pre-Contribution Gain.

Cashout of Certain Accrued Benefits.

Taxabl e Cash Conpensation in |lieu of Nontaxable Parking Benefits.
Basi s Recovery Rules for Annuities Over Mre Than One Life.

Deni al of Deduction for Certain Amounts Paid in Connection with |nsurance.
Limtation on Property for which I nconme Forecast Method May be Used.
Involuntarily Converted Property Acquired froman Unrel ated Person.
Exception fromlInstall ment Sales Rules for Sales by a Manufacturer.
Limtations on Charitable Remainder Trust Eligibility.

Esti mated Tax Requirenents of |ndividuals.

Sinplify Treatnment of Personal Transactions in Foreign Currency.
Sinplify Formation and Qperation of International Joint Ventures.

I ncrease Standard Deduction and AMI Exenpti on Anmount for Kiddie Tax.
I ncrease Amount of Tax Exenpt from Estinmated Tax Requirenents.
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51. Treatnent of Certain Reinbursed Expenses of Rural Miil Carriers.
52. Travel Expenses for Certain Federal Enpl oyees.
53. Modifications to Look-Back Method for Long-Term Contracts.
54. Treatnent of Construction Allowance Provided to Lessee.
55. d osing of Partnership Year with Respect to Deceased Partner.
56. Provide Additional Exceptions for Reasonabl e Cause for Penalti es.
57. Carification of Statute of Limtations for Pass-Through Entity Itens.
58. Itens Relating to Incone Taxation of Estates.
59. Certain Notices Disregarded Under Provision Increasing Interest Rate
on Large Corporate Under paynents.
60. Pension Sinplification Provisions.
61. M scel |l aneous Provisions Relating to Pensions and O her Benefits.
62. Modification to Mninum Tax Depreciation Rul es.
63. Techni cal Changes.
64. Treatnent of Worker’'s Conpensation Liability under Rules for
Certain Personal Injury Liability Assignments.
65. Exclusion fromUBIT for Certain Corporate Sponsorship Payments.
66. Conformty to 1995 ESOPs provi sions.
67. Increase in Self-Enployed Health | nsurance Deducti on.
68. S Corporations Elections.

Items 66 through 68 will be discussed in this analysis. |Itens 1 through 65 have
been discussed in detail in the bill analysis for SB 1496 as anended on
April 20, 1998 and/or July 19, 1998.

Speci fic Findings

66. Conformty to 1995 Enpl oyee Stock Oanership Plans (ESOPs) provisions.

Exi sting federal |aw provides special tax rules for the purchase of enpl oyer
securities by the enployees of the issuing conpany. These special tax rules are
as follows:

The enpl oyer corporation is entitled to a deduction for dividends paid to
the ESOP, provided that amount is in turn paid by the ESOP to its
participants or used to repay an ESOP | oan. Contributions by the

enpl oyer to an ESOP that are used to repay |loans incurred to purchase
enpl oyer stock may be deducted as long as they do not exceed 25% of the
total conpensation paid to participants.

When the stock of a donestic corporate enployer is closely held (that is,
the corporation has no stock outstanding that is readily tradable on an
establ i shed securities market), federal |aw all ows sharehol ders to sel
the stock to an ESOP and to roll-over the gain into other corporate stock
acquired with the proceeds fromthe sale. Gain may be deferred in this
manner so long as imediately after the sale to the ESOP, the ESOP owns
at | east 30% of the closely held enployer’s stock and within 15 nont hs
the seller purchases “qualified replacenment securities” (which include
stock, stock rights, bonds and debentures) in a domestic corporation
This deferral does not apply to gain includible in the gross incone of
any C corporation

The state provisions that conforned to these two rules apply only to taxable (and
i ncone) years beginning before January 1, 1995, and on or after January 1, 1996.
Therefore, there is no special treatnment in current state law with respect to
ESOPs for taxable or incone tears beginning in 1995.
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This provision would conformstate lawto federal |aw for taxable and incone
year beginning in 1995, thus filling the gap in conformty.

67. Increase in Self-Enployed Health | nsurance Deduction.

Exi sting federal |aw provides for a deduction in determ ning A of 45%
(effective for 1998) of a self-enployed individual’s cost for health insurance.
Federal |aw also allows the deductible percentage to increnentally increase to
100% begi nning in the year 2007. The percent is increased as follows:

45% in 1998 and 1999,

50% in 2000 and 2001,

60% i n 2002,

80% i n 2003 through 2005,
90% i n 2006, and

100% i n 2007 and thereafter.

Prior to the enactnent of the TRA of 1997, the federal deductibl e percentage
increased from25%in 1996 to 80% in 2006. The 1997 federal deduction was 40%

For taxable years beginning in 1997, the deductibl e percentage for self-enployed
heal th i nsurance costs, under California |law, was 40% (SB 455, Stat. 1997, Ch.
611). For taxable years beginning on or after January 1, 1998, the California
percentage reverts to the pre-1997 percentage of 25% (SB 1233, Stat. 1997, Ch.
612) .

Under both federal and state law, the cost of health insurance incurred by a

sel f-enpl oyed i ndividual that is not deductible in determ ning AG may be taken
as an item zed nedical deduction. Item zed nedical deductions are limted to the
anount that exceeds 7.5% of the taxpayer’'s AQ.

Additionally, under both federal and state | aw, health insurance costs include
prem uns paid for health insurance of the taxpayer, taxpayer’s spouse and
dependents. A deduction for self-enployed insurance costs is not allowed if the
t axpayer or taxpayer’'s spouse is eligible to participate in any enpl oyer
subsi di zed health plan. The deduction is limted to the extent of the

i ndividual’s federal earned income fromthe business fromwhich the health
coverage was establi shed.

Under the PITL, this bill would allow as a deduction in determning A of 40%

the cost of health insurance incurred by a self-enployed individual only for
taxabl e years begi nning in 1998.

68. S Corporation Elections.

Exi sting federal |aw provides that if the Secretary determ nes an S corporation
i nadvertently made an invalid S corporation election or inadvertently term nates
its S corporation election, the corporation shall be treated as an S corporation
for the period specified by the Secretary. Qualifying for a determ nation are
those elections ruled invalid because: (1) the election was received by the
Secretary 2 1/2 nonths or nore after the start of the corporation’s tax year to
which the election applies, (2) the corporation did not neet the definition of a
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“smal | business corporation” on the date the election was filed, and (3) the
corporation did not obtain the consent of all shareholders by the date the
election was filed. |Inadvertent termnations are limted to term nations
because: (1) a corporation ceased to be a small business corporation or (2) a
corporation’ s passive investnent incone exceeded 25% of the corporation’s gross
receipts for three consecutive taxable years and the corporation has C
corporation earnings and profits. Qher stipulations under the inadvertent

term nation rules require, where applicable, the correction of the cause of the
termination or invalid election and the maki ng of any adjustnents consistent with
the treatnent as an S corporation for the period being allowed as an S
corporation by the Secretary. All sharehol ders and the corporation nust agree to
t he adj ustnents.

A corporation may request a determnation of an inadvertent invalid el ection or
term nation for any taxable year beginning after Decenber 31, 1982.

Additionally, federal |aw provides for purposes of the application of Subchapter
Crules that an S corporation, in its capacity as a sharehol der of another
corporation, is treated as a corporation. This allows the liquidation of a C
corporation into an S corporation to be governed by the generally applicable
Subchapter Crules, including rules allowng the tax-free |iquidation of a
subsidiary into its parent corporation. Followng a tax-free |iquidation, the
built-in gains of the liquidating corporation nay |ater be subject to tax upon a
subsequent disposition. An S corporation also is eligible to make an election to
treat certain stock purchases as asset acquisitions provided certain other
requirenments are otherwise net. This results in inmrediate recognition of al
acquired C corporation's gains and | osses (and the resulting inposition of a tax)
and the benefit of a stepped-up basis in the assets acquired).

California law is prospectively conformed from January 1, 1997, with the federa

| aw allowing the correction of invalid elections. The FTB may allow an S
corporation to correct an invalid or late election for income years begi nning on
or after January 1, 1997, in specified circunstances as provided in federal |aw
California law al so provides that if a federal determi nation is nmade regarding a
invalid election, allow ng the taxpayer to be an S corporation for federa

pur poses prior to January 1, 1997, the corporation would automatically be
considered to be an S corporation for state purposes for its first incone year
begi nning after Decenber 31, 1996. The corporation would be able to revoke its S
corporation election under existing provisions in the | aw

Additionally, California | aw provides for purposes of the application of
Subchapter Crules that an S corporation, in its capacity as a sharehol der of
anot her corporation, is to be treated as a corporation. Consequently, an S
corporation is able to utilize federal corporate rules relating to tax-free
iquidation of subsidiaries and asset acquisitions. California |aw also provides
that an asset acquisition election nmade for federal purposes would be treated as
an election for state purposes. However, if an S corporation did not nmake an
asset acquisition election for federal purposes, the S corporation may nmake an

el ection for state purposes.

California | aw al so provides that in order for a corporation to be an S
corporation for state purposes, the corporation nust be a valid S corporation for
federal purposes.
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For incone years beginning on or after January 1, 1987 (the first year California
all owed “S” status), this bill would allow corporations who did not file a tinely
federal election to be an S corporation to be treated as an S corporation for
state purposes if:

The corporation and all its shareholders reported their inconme for California
tax purposes on their original returns consistent with S corporation status for
the year the election should have been nmade and all subsequent years.

The corporation has received notice fromthe Internal Revenue Service stating
that relief was granted under the untinely election provisions (di scussed
above).

Additionally, for certain stock purchases or asset acquisitions occurring in 1997
and within a inconme year beginning in 1997, this bill would permt a corporation
maki ng a federal asset acquisitions election not be bound to the election for
state purposes. For incone years beginning on or after January 1, 1998, this
bill would require the S corporation and its shareholders to report certain stock
purchases or asset acquisitions for state purposes in the sanme manner as reported
for federal purposes. There will no longer be a federal/state difference in
regards to making an asset acquisition election.

| npl ement ati on Consi derati ons

Changes required by these provisions would be perforned during the departnent’s
annual update process.

Fi scal | npact on State Budget

Depart nental Costs

These provisions would not significantly inpact the department’s costs.

Tax Revenue Esti mate

Tax revenue | osses of $34 nmillion, $29 mllion and $32 mllion for fiscal
years 1998-99, 1999-00, and 2000-01, respectively.

The following table reflects the estimated inpacts of the various provisions
of the bill:
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Personal Income Tax Bank & Corporation Tax
(in  millions) (in  millions)
Description 1998-9 1999-0 2000-1 1998-9 1999-0 2000-1

1 |Medicare Plus Choice distributions (neg.impct) | (neg.impct) | (neg.impet) | - | - | -

2 |Hospitals participating in provider-sponsored organizations (neg. loss) | (neg. loss) | (neg.loss) | -—--—- | - | eeee-

3 |Deduction for student loan interest ($14) ($15) $16) | - | e -

4 |Qualified state tuition programs No Revenue Impact | - | e ] e

5 |Contributions of computer equipment to schools | e | eeee ] e ($4) ($4) ($4)

6 |Cancellation of certain student loans (minor loss) | (minor loss) | (minor loss) | -—--- | - | e

7 |Repeal depreciation adjustment for AMT (1) ($5) ($8) (minor loss) (1) (1)

8 |Repeal of throwback rules e | e e (minor loss) | (minor loss) | (minor loss)

9 |Home office deduction ($3) ($8) %) | - | |

10 |Expensing of environmental remediation costs (1) (1) (minor loss) ($6) ($5) ($2)

11 |Shrinkage estimates for inventory accounting (minor loss) | (minor loss) | (minor loss) (1) (1) (1)

12 |Timeshare associatons e e e (neg. loss) | (neg. loss) | (neg. loss)
13 |Increased deduction of business meals for DOT employees ($1) ($1) %) | - e

14 |Deductibility of meals provided for convenience of employer Included in Item 13 | - | e | e

15 |Modify limits on depreciation of luxury automobiles | e | eeeee ] e (neg. loss) | (neg. loss) | (neg. loss)
16 |Suspension of income limit on percentage depleton | e | e ] aeee ($2) ($1) (minor loss)
17 |Mileage deduction for charitable use of auto ($2) ($2) %2 | | e -

18 |Receivables purchased by coop hospitals | eeem | e e (neg. loss) | (neg. loss) | (neg. loss)
19 |Provide above-the-line deduction for certain business expenses ($1) (minor loss) | (minor loss) | ----—- | -—- | -eee-

20 |Recognition of gain on certain appreciated financial positions Y T e A e S IR

21 |Mark-to-market election Included in #20 above | - | e | e

22 |Limitation on exception for investment companies under sec 351 Included in #20 above | - | eeem | e

23 |Gains/losses on terminations of property | eeem | e e $1 $1 $1

24 |0ID on pooled debt obligatons | emeee | e e $10 $11 $11

25 |Deny interest deduction on certain debt instruments o] R e B B B T

26 |Require gain recognition for certain extraordinary dividends | - | om0 —eee $10 $2 $2

27 |Require gain recognition on certain distributions of controlled stock ¢/ | - | - | - (minor gain) | (minor gain) | (minor gain)
28 |Reform tax treatment of certain corporate stock transfers | —e- | eeeee | aee (minor gain) | (minor gain) | (minor gain)
29 |Treat certain preferred stock as "boot" | eeee | e e $2 $1 $1

30 |Holding period for dividends received deducton | - | emeem | e (minor gain)| (minor gain) | (minor gain)
31 |Reporting of certain payments made to attorneys (o T e e e I I

32 |Beneficiaries of estates and trusts returns (neg. gain) | (neg. gain) | (neg. gain) | - | - | -

33 |Registration of confidential corporate tax shelters | - | eeem | e $1 $1 $1

34 |Extend UBIT rules to second-tier subs and amend control test | = - | - | e (minor gain)| (minor gain) | (minor gain)
35 |Basis allocation for partnership property distributions $3 $2 $2 (minor gain) | (minor gain) | (minor gain)
36 |Appreciation of inventory when partnership interest sold (minor gain) | (minor gain) | (minor gain) | (neg. gain) | (neg. gain) | (neg. gain)
37 |Extension of time for taxing precontribution gain Included in Item 36

38 |Cashout of certain accrued benefits el | - | | e e e e

39 |Cash in lieu of parking benefits |/ e e et T I

40 |Basis recovery rules on annuities (minor gain) | (minor gain) | (minor gain)|  ----- | - | —eee-

41 |Denial of certain amounts paid in connection with insurance | - | eeem | e $3 $4 $5

42 |Limits on property using income forecast method (o e R T B e B

43 |Replacement of involuntarily converted property (minor gain) | (minor gain) | (minor gain)|  ----- | - | -eee-

44 |Exceptions to installment salesrules | e | e e $4 $4 $4

45 |Charitable remainder trust eligibility | e e e (neg. gain) | (neg. gain) | (neg. gain)
46 |Estimated tax safe harbor rules (accelerated payments) ($4) ($1) %) | - e

47 |Personal transactions & foreign currency gain (neg. loss) | (neg. loss) | (neg.loss) | -—--—- | - | eeee-

48 |Simplify formation and operation of international joint ventures | - | —em | e (minor gain) | (minor gain) | (minor gain)
49 |Eliminate AMT for children under 14 (neg. loss) | (neg. loss) | (neg.loss) | -—--—- | - | eeee-

50 |Amount of tax exempt from estimated tax rules (delayed payments) h/ ($1) (minor loss) | (minor loss) | ----—- | -=- | -eee-

51 |Reimbursed expenses of rural mail carriers (neg. loss) | (neg. loss) | (neg.loss) | -—--—- | - | eeee-

52 |Travel expenses of Federal employees (neg. loss) | (neg. loss) | (neg.loss) | -—--—- | - | eeee-

53 |Look-back method for long-term leases (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss)
54 |Construction allowances for short-term leases (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss)
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55 |Close of partnership year & deceased partners (neg. gain) | (neg. gain) | (neg. gain) | (neg. gain) | (neg. gain) | (neg. gain)
56 |Reasonable cause exception for penalties (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss) | (neg. loss)
57 |Statute of limitations on assessments No Revenue Impact
58 |Estate tax provisions (neg .loss) | (neg .loss) | (neg.loss) | - | == | eeee-
59 |Interest on large corp. underpayments | s | e e (neg. loss) | (neg. loss) | (neg. loss)
60 |Pension simplification provisions (neg. loss) | (neg. loss) | (neg.loss) | -—--—- | - | eeee-
61 |Miscellaneous provisions relating to pensions and other benefits ($2) ($2) ($2) (1) (1) (1)
62 |Eliminate ACE adjustment for AMT | eeee | e e ($5) ($7) ($11)
64 |Workers' comp/personal injury liability assignments (minor loss) | (minor loss) | (minor loss) | -—--- | - | e
65 |UBTI exclusion for sponsorship payments | eeem | e e (neg. loss) | (neg. loss) | (neg. loss)
66 |ESOP's conformity to 1995 federal law (G I e T e A e
67 |Increase health insurance deduction 25% to 40% $14) | - | e e e e
68 |"S" Corporation Election Modificaton | eeee | e e %) | e
TOTALS $45 $33 $37 $11 $4 $5
Negligible = Loss or gain of less than $250,000
Minor = Loss or gain of less than $500,000
a/|(#20) Baseline revenue gains of $10 million for 1997-8, $4 million for 1998-9, and $2 million annually thereafter
will automatically occur.
b/|(#25) Baseline rev. gains of $1 mil. annually will automatically occur as taxpayers structure debt instruments in
response to the fed. law change.
c/|(#27) Baseline revenue gains of $7 million beginning in 1997-8 will also
occur.
d/|(#31) Negligible baseline revenue gains annually beginning in 1998-9 will
automatically occur.
e/|(#38) Baseline revenue gains of less than $500,000 annually beginning in 1997-8 will occur automatically for
state tax purposes.
f/|(#39) Baseline revenue gains of less than $500,000 annually beginning in 1997-8 will occur automatically for
state tax purposes.
g/|(#42) Baseline revenue gains of less than $500,000 annually beginning in 1997-8 will occur automatically for
state tax purposes.
h/|(#50) This impact reflects increasing the estimated tax requirements to double the current law ($100 to $200 for
married filing joint)
BOARD PCSI Tl ON
Pendi ng.
At its March 26, 1998, neeting the Franchi se Tax Board considered the Joint
Strike Fighter Credit provisions (ltemlll) contained in this bill that
originated in AB 1779 but took no position. Julie Bornstein, on behalf of
Controll er Kathleen Connell was neutral, Menber Dean Andal was in support, and

Robin J. Dezenber, on behalf of Menber Craig L. Brown,

At

provisions (Iteml1V) contained in this bill
2-0 to support this bill

abst ai ned.

its May 28, 1998, neeting, the Franchi se Tax Board considered the conformty
that originated in SB 1496 and voted

Br own, abst ai ni ng.

with Robin J.

Dezenber,

on behal f of Menber Craig L.




